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CERTIFICATE OF EXPRESS MAYING f ^ . 
EXPRESS MAIL Mailing La|>el Number £L HlZ3TS+toS C/S 
Date of Deposit: ) 

1 hereby certify under 37 CFR MO tbdi ihis correspondence is being 
deposited with the United Stiaes Postal Service as "Express Mail Post 
Office t° Addressee" with sufficient postage on the dale indicated 
above and is addressed to the U.S. Patent and Trademark Office, P.O. 



Box 2327, Ariingtonj^A 22202 r-y v. 
Name: pw^iwfe- 
Signature: A^^rx^ > ^<OpC^> 



Clifford Chance Roger* A Wells LLP 



Docket No, 3499-132 

IN THE UNITED STATES PATENT AND TRADEMARK OFF! 

In re Application of: David Lawrence 

Filed: July 31, 2001 Group Art Unit 2164 

Serial No: 09/919,413 Examiner: n/a 

For: ONLINE TRANSACTION RISK MANAGEMENT 




PETITION TO MAKE SPECIAL UNDER 37 C.F-R» S 1.102 

U.S. Patent and Trademark Office 
P,0. Box 2327 
Arlington, VA 22202 

Sin 

Pursuant to 37 C.F.R. § 1 .102, and in accordance with section 708.02 XI the Manual of Patent 
Examining Procedure (MPEP), entitled Inventions for Countering Terrorism, applicants hereby 
respectfully request a Petition to Make Special for the above-identified patent application. 

The above invention contributes to countering terrorism by allowing financial institutions, government 
entities, and other organizations to evaluate the legal, regulatory, financial, and reputational risks 
associated with an online transition which can be critical to anti-terrorism in a timely and uniform 
fashion. Government and law enforcement agencies increasingly rely on "know your customer" diligence 
on the part of financial institutions in an effort to discover and interrupt terrorist activities. Traditional 
methods of evaluating risk associated with online transactions only quantify financial risk. As a result, 
legal, regulatory, and reputational risks go unnoticed. What is needed is a method and system to identify, 
assess, and manage the levels of legal, regulatory, financial, and reputational risks associated with an 
online transaction. High risk transactions that are blocked as a result of the present invention, or that are 
more closely monitored as a result of the present invention, will allow government and law enforcement 
agencies to better counter terrorist strategies and also enable financial institutions to manage risk 
associated with suspect transactions. 
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Petitioner presents all claims directed to a single invention, or if the Patent and Trademark Office (Office) 
determines that all of th claims are not obviously directed to a single invention, will make an election 
without iraverse as a prerequisite to the grant of special status. 



The following documents are enclosed in support of this Petition: 

1. A copy of the above-identified application including all claims directed to a single 
invention. 

2. A statement including a pre^xamination search listing the field of search by class and 
subclass. 

3. A copy of each reference deemed related to the subject matter encompassed by the claims 
of the above-identified application. 

4. A detailed discussion of the references pointing out how the claimed subject matter is 
patentable over the references. 

The Commissioner is hereby authorized to charge the required fee of $130,00 for a Petition to 
Make Special as set forth in 37 CF.R. § 1.1 7(i), or any additional fees, or to credit any overpayments in 
connection with this communication, to Deposit Account No. 50-0521, A duplicate copy of this Petition 
is enclosed herewith. 

Accordingly, it is respectfully requested that the US, Patent and Trademark Office grant this 
Petition to Make Special for the above-identified application. 



Respectfully submitted, 



Joseph P. Kincart 
Reg. No. 43,716 

Clifford Chance Rogers & Wells LLP 
200 Park Avenue 
New York, NY 10166-01 53 
Telephone: (212)878-3218 



Date: 
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STATEMENT OF FIELD OF SEARCH 

A pre-examination search for the above-identified application was conducted in Class 235/379; 
235/380; 340/825.33, 705/36; 705/35. 



DISCUSSION OF REFERENCES 



U S- Patent 5.177.342 f'342) 

The *342 patent to Adams is entitled "Transaction Approval System," and issued on January 5, 
1993, The '342 patent describes a transaction approval system for systems employing transaction cards, 
such as those used to make a purchase. It includes the ability to dynamically adjust such elements as the 
transaction limit stored in the terminal to vary the level of risk at the terminal to be closer to the desired 
level of risk. The terminal will also generate and store a list of account numbers which might be invalid 
and should provide an on-line request for authorization. 

Although the '342 patent relates generally to containing financial risk through the use of an 
electronic system, it does not generate nor assign to a transaction, a risk quotient reflecting the amounts of 
legal, regulatory, financial, and reputational risk in the transaction. 

I LS_ Patent 6.078.904 T9Q4 1 ) 

The l 904 patent to Rebane is entitled *Risk Direct Asset Allocation and Risk Resolved Cap for 
Optimally Allocating Investment Assets in an Investment Portfolio," and issued on June 20, 2000. The 
*904 patent describes a computer Implemented system for allocating an investor's funds wherein said 
system determines the risk tolerance function of the investor. The risk addressed in the '904 patent relates 
generally to financial risk associated with an investment and whether the financial risk is tolerable to the 
investor. The '904 patent does not address the broader legal, regulatory, and reputational risks present for 
all participants in a transaction. 

U.S. Patent 6.085- 175 f'175> 

The M75 patent to Gugel, et al is entitled "System and Method for Determining Value at Risk of 
a Financial Portfolio," and issued on July 4, 2000. The '175 patent describes a system and method for 
analyzing financial risk data; in particular estimating value-at-risk (VAR) of a financial portfolio which 
includes an analysis of a distribution of sorted financial data samples to determine an accurate range of 
upper and lower limits of an expected value of VAR. Although the 4 175 patent determines a risk quotient 
indicative of financial risk for a single portfolio; it does not generate a rating reflective of the legal, 
regulatory, and reputational risks present for all participants in a transaction. 

U.S. Patent 6.119.103 f'103^ 

The M03 patent to Basch, et al. a entitled "Financial Risk Prediction Systems and Methods 
Therefor," and issued on September 12, 2000. The 4 103 patent describes a computer-implemented method 
for predicting financial risk, which includes receiving data pertaining to transactions performed on more 
than one financial account held by a given account holder and where each of the multiple accounts is 
issued by a different account issuer* The described method relates generally to scoring risk related to 
financial transactions by scoring of a first transaction data and a second transaction data based on a 
preexisting model to form a score for the account holder which is provided by the system. Although it 
evaluates financial risk based on the transactions of a single account holder; the 6 103 patent does not 
determine the legal, regulatory, and reputational risks associated with all participants in a transaction. 
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' WOM/SSMS A2 mS) 

International publication date, August 2, 2001 f entitled "Online sales Risk Management System", 
issued to Greener, et al. a describes a computer-implemented method for providing risk management for 
online transactions. An exchange price for a foreign currency relative to a base currency is entered into a 
host computer which also receives data descriptive of one or more transactions involving the foreign 
currency that occurred within a predetermined time period. Currency is exchanged according to the 
entered price and the transaction amounts contained in the data. A risk exposure for the predetermined 
time period can be calculated* Transactions can include any quantifiable transaction such as an online 
sales transaction consummated over a computerized communications network. The risk exposure in the 
'S85 patent relates to a financial risk associated with currency exchange, it does not determine the levels 
of legal, regulatory, or reputational risk associated with a transaction. 

WO 0075836 ('836^ 

International publication date, December 14, 2000, entitled "Portfolio Accounting and Risk 
Management System", issued to Coppola* describes a method and system for managing investment 
portfolio risk on a computer system. Data is stored on a computer-readable medium, along with an equity 
value associated with a user's portfolio. A point risk value is determined for a potential investment. Risk 
scenarios are displayed showing proposed numbers of shares or contracts associated with the point risk 
value for a plurality of selected size risk values. Other risk characteristics may also be determined and 
displayed. The system and method may be embodied in a client/server system or in a stand-alone 
computer system. The risk addressed by the '836 patent is financial risk associated with potential 
investment. The '836 patent evaluates only financial risk for a single investment portfolio; it does not 
include the legal, regulatory, and reputational risks associated with a transaction, 

Non-Patent Literature References: 

L A website www.paynetonline.com includes references that describe an online, automated system for 
members to obtain reports of pooled financial information for their use in assessing risks associated with 
certain financial transactions. The service offered allows members to share payment history with other 
members. One benefit of the shared information may be the ability to better determine a credit risk 
associated with a potential lessor. The website does not provide a system for assessing legal, regulatory, 
or reputational risks associated with a transaction. 

2. Banasiak, Michael; "Don't Be Out-Scored by Your Competition", Credit and Financial M anagement 
Review. 2 nd Quarter 2000. This reference describes the benefits to be derived from an automated credit 
scoring model in conjunction with a validation process implemented with a knowledge-based decision 
making system. Although the article relates generally to automated risk scoring, it does not disclose 
automated analysis and risk scoring associated with legal, regulatory and reputational risks related to an 
online transaction. 



None of the above references provides for or teaches a computer-implemented method for 
identifying, assessing, and managing the legal, regulatory, financial, and reputational risks associated with 
an online transaction. In particular, none of the above references teaches generating a risk quotient based 
on a weighted algorithm applied to a set of legal, regulatory, financial, and reputational risk factors. 
Similarly, it is not known to produce an aggregate risk rating for a group of transactions or group of 
participants. 

Other aspects of the present invention that are novel include the ability to continually monitor and 
adjust the risk quotient associated with a transaction after consummation of the transaction. Additionally, 
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it is unique to suggest to an online market participant actions commensurate with a risk quotient or nsk 
aggregate that might help that participant properly manage risk associated with a transaction. 

Other embodiments of the present invention include a system and computer program for 
implementing the above methods. 
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Log nTollenibmSilo Contact PayNet™ 




We Make History Everyday 



The only online source for commercial installment 
payment history information aggregated from the 
leading commercial lenders in the equipment finance 
and banking industries. 



www-pavrwtontine.com 



http://www.paynet nlinexom/ 
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Home LogOnToiterobmSte Contact PayNet* 11 




AbOUl PAYlSlET™ 

Corporate info 
Press Releases 
In the Mows 
Privacy 



What is the PAYNET™ Alliance? 

The PayNet™ Alliance: The Power of Cooperation 

The PayNet™ Alliance is a group of commercial finance companies who 
confidentially contribute their customer payment experiences to a 
database managed by PayNet™. In exchange, Alliance members get 
exclusive access to the only online, comprehensive database of lease 
payment history Information available anywhere. The Alliance s 
cooperative approach, pioneered by PayNet™, revolutionizes the delivery 
of information to the commercial finance Industry. 

Who May Belong to the PayNet™ Alliance? 

Commercial Finance companies that want to make more informed credit 
decisions are invited to Join. Participating companies must contribute 
their customer's payment history to become a member of the PayNet 1 " 
alliance. By participating, commercial finance companies enjoy the 
network's enormous value proposition: unparalleled access to data for 
verifying the credit of customers and applicants- 
Important Note: PayNet™ ensures all data is secure. The data collected 
will never be used or sold for marketing purposes* 

Why The PayNet™ Alliance? 

Payment history experience has traditionally been verified by manually 
calling references provided by the lease applicant or by using a third 
party credit-reporting agency. This current process is costly, tips off 
competitors about a pending transaction, and provides an Incomplete 
credit picture of the applicant 

The PayNet™ Alliance's cost-effective payment information services 
provide subscribers with such benefits as: 

• Increased approvals 

• lower credit losses and delinquencies 

• Better Information for deal pricing 
» Streamlined credit process 



www.paYnetonlina.com 



http://www.paynetonline.com/alliance -a^) 
Received from <212 878 8375 > at 12/7/01 3:48:45 PM [Eastern Standard Time] 



10/14/01 



DEC-07-2001 15:48 CCRU NY 212 878 8375 P. 09/21 



Home 
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Contact PayNet™ 




About Paynei™ 
Corporate Info 
Press Releases 
In the News 
Privacy 



Corporate Info 

PAYNET, Inc. manages the "Payment Information Network" for the 
commercial equipment finance Industry, an Industry that reprints 
nWthan $550 billion in Net Assets. This network produces the nattans 
largest online, proprietary database of lease and loan Pay^t ^or/ 
information used for credit decision purposes. The Payment ^forrnat.on 
Network currently has many leading commercial lenders as members, 
representing a substantial portion of the net assets in the industry. 
PAYNET, inc. uses Its proprietary technology and the power of shared 
data to increase profitability, to improve operational efficiency, and to 
reduce credit losses for commercial finance companies. Partners with 
PAYNET, Inc. include the Equipment Leasing Association, consulting 
firms and major lease accounting and software providers. Founded in 
1999, the Company Is headquartered In Skokle, Illinois. 

Board of Directors 
Partners 

Co ntact PAY NET. Inc. 
r^rpgrs at PAYNET. INC 



http://vvww.paynetonline.coni/corpinfo.asp 
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Press Releases 

July 31, 2001 ^ fc 

p ^rfa | a .. n rh«« online Payment Histo r y Database 

j^e g Buehman niwtctar Former ThoiiOhtWprfrs SVP Is 
P-Rnclnpss Expert 

^^ f^Q Partnershi n wi t h statistic al S pring Firm. Predictive 
R ainess Df fi^on Systems 

^FT .Tv-^inunciB Ackf tt'^n t" "Trft^, Alan M"tsmnura. Partner and 
F^nnMgr ftf r>j a pond Terhnotogv Partners 

p^Mtm^n^prp.: Addition »" fr^ . 1*"""* Butler - FOTmer P"^** 
fl pd rr>Q of njc^flr Credit Card 

October 23, 2000 . 
PffYfln-m r^h'^ fln» n< f for Lease Paym ent H'Stones, nvm 
\ RRCMrs Sion I Ptt<*rs of Intent 

^Sn nnn^SSt PayNet™ . thTT TnlY nrtt inf Fnr Lease Parent 

pistnries. p artnership with ELA Formed 



www. pavng*onl[n«. corn 



http^/www.paynetonline.com/press.asp 
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Contact PayNET™ 




About PayNet™ 
Corporate Info 
Press Releases 
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njfte r press re leases 

PayNet™ Introduces PayNet™, 
the Only Online Source for Lease Payment Histories 

Partnership with ELA Formed 

Northbrook, IL, September 1, 2000 - PAYNET, Inc. announces a strategic 
partnership with the Equipment Leasing Assoc.at.on for the launch and 
marketing of its flagship service, Payment Information Network or 
pAYNFT™%the only online service for commercial equipment leasing 
companies to obtain valuable lease payment history on lease applicants 
The ELA-PavNet™ agreement calls for ELA marketing support and visibility 
with the ELA membership. 

"PayNet™' partnership with The Equipment Leasing Association highlights 
the quality and integrity of the service," says Bill Phelan, President of 
PayNet™ "The industry is in need of this network because, quite frankly, 
there is no better indicator of how a lease applicant will pay on his lease 
than how he is currently paying other leasing companies. PayNet™ offers 
the critical credit variable and streamlines the credit process, allowing for 
higher transaction approvals and less write-offs through better informed 
credit decisions." 

PayNet™ will be demonstrated at the ELA convention this October in Palm 
Desert, California. The pilot program launches in 4th Quarter 2000, with 
an official launch set for early 2001. 

"We are always looking for ways to help our leasing company members 
be more profitable/ says ELA President Michael Fleming. "Credit is a key 
factor for lessor profitability, so our partnership with PayNet™ allows us to 
support a system that will help companies achieve a more efficient and 
profitable credit process." 

"ELA's Involvement also ensures that the largest number of lessors are 
introduced to PayNet™, recognize its value and participate," says Fleming. 
"Companies contributing their credit data helps not only the entire 
industry make better informed credit decisions," he notes. "But ultimately 
helps the quality of the leasing community including their individual 
companies." 

Leasing company subscribers to PayNet™ will provide a monthly download 
of their customers' lease payment experiences to PayNbt™. a one-time 
technological set-up is required, but thereafter the monthly downloads 
will .be handled automatically through their existing accounting system 
ensuring that minimal staff time and technological resources are required. 
PayNet™ subscribers then can access the pooled data and pull Payment 
History Reports online for a low fee per report. For confidentiality 
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reasons, names of leasing companies will not * »«Klrt«d*m 
published credit date. This PayNet™ data also will not be sold for 
marketing purposes. 

Ultimately, subscribers to PayNet™ can: 

x Have access to data that supports more informed credit decisions, 
increased approvals, lower delinquencies and write-offs; 

« Sbtain data that is more relevant to their credit decisis than 
traditional sources of credit history; wrj-.nitaHM 

x Receive accurate, quality information due to PayNct™' data filtering 

process; 

m Enjoy a streamlined credit process; and 
x Eliminate the credit process of checking references with 
competitors, therefore tipping off the competition to pending deals. 

PayNet™ is working with The Revere Group, as well as Northern 
Consulting CEO Associates, and major accounting and softwa re providers 
to ^sure that PayNst™ technology is user friendly and compatible with 
existing lease accounting systems. 



About PAYNET, Inc. 

PAYNET Inc manages the "Payment Information Network" for the 
™Sdai Equipment finance Industry, an industry that represents more 
than $550 billion in Net Assets. This network produces the nations 
largest online, proprietary database of lease and loan P a y^ e T nt , h '= t0 ^ n 
information used for credit decision purposes. The Payment Inform*™ 
Network currently has many leading commercial lenders as members, 
representing a substantial portion of the net assets in the industry 
PAYNET lnc uses its proprietary technology and the power of shared data 
to increase profitability, to improve operational efficiency, and to reduce 
credit losses for commercial finance companies. Partners with PAYNET, 
Inc include the Equipment Leasing Association, ™ nsu ^r™l™* 
major lease accounting and software providers. Founded in 1999, the 
Company is headquartered in Skokie, Illinois. For more information, visit 
the PAYNET, Inc web site at wvpM.paYpfttnniine.com. 



yHMW.pavnetonllne.com 
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iahfiLP 1,655 releases 

PayNbt™ Debuts Online Source for Lease Payment 

Histories 

Major Lessors Sign Letters of Intent 

Palm Desert, California, October 23, 2000 - Today PAYNET, Iric 
announces the first public demonstration of its flagship service, the 
PayNet™ Alliance - a network of commercial finance companies 
contributing their lease payment history on applicants to an online 
SaSSe al : the ELA Convention being held this week in Palm Desert, 
California. In exchange, companies participating in the Alliance gain 
access to PayNet™' proprietary information services. Several major 
lessors have signed letters of intent. 

"We provide clients with a complete integrated solution for the credit 
operation," says Bill Phelan, President of PayNet™, Northbrook, Illinois. 
"Most leasing companies could improve their credit processes, which 
keeps them from profiting as they should. Participating in the PayNet™ 
Alliance gives lessors access to a broad universe of relevant credit 
information." 

Several major commercial equipment finance companies have signed 
letters of intent. A partial list includes: Navistar Leasing Company (Rolling 
Meadows, Illinois) Volvo Commercial Finance LLC (Greensboro, North 
Carolina); Textron Financial Corp. (Providence); Key Equipment Finance 
Group (Superior, Colorado); De Lage Lariden Financial Services, Inc. 
(Berwyn, Pennsylvania); Flrsta.r Equipment Finance (St. Louis Park, 
Minnesota); GreatAmerica Leasing Corp. (Cedar Rapids, Iowa); Farm 
Credit Leasing Services Corp. (Minneapolis); Pitney Bowes Financial 
Services (Shelton, Connecticut); and Irwin Business Finance Corp. 
(Bellevue, Washington). 

Leasing companies participating in the PayNet™ Alliance will provide a 
monthly download of their customers' lease payment experiences to 
PayNet™. A one-time technological set-up is required, but thereafter the 
monthly downloads will be handled automatically ensuring that minimal 
staff time and technological resources are required. PayNet™ subscribers 
may access the pooled data and pull Payment History Reports online for a 
low fee per report. Downloads directly into lessors' credit scoring systems 
a bo are available. 

For confidentiality reasons, names of leasing companies will not be 
associated with published credit data. Also, PayNet™ data will not be sold 
for marketing purposes. 



Ultimately, subscribers to PayNet™ can: 
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» Have access to data that supports more informed credit .decisions, 
"ncreased approvals, lower delinquencies and write-offs; 

* SStem date That is more relevant to their credit decisions than 
traditional sources of credit history; tafi ihiri«n 

* Receive accurate, quality Information due to PayNet™ data filtenng 

process; 

x Enjoy a streamlined credit process; and 
« Eliminate the credit process of checking references with 
competitors, therefore tipping off the competition to pending deals. 

"Low market valuations in the leasing Industry highlight the need for 
P^LTwhich will ultimately help the viability of the industry through 
rSre^nforrned decision-making," says PayNet™' Chairman Dan Michalek. 
"Ultimately, PayNet™ turns credit uncertainty into credit clarity, ana 
inefficiencies into profitability." 

PayNet™ is working with The Revere Group, as well as Northern 
Consu.ting, CEO Associates, and major accounting and so^are . prov ders 
to ensure that PayNpt™ technology is user friendly and compatible with 
existing lease accounting systems. 



About PAYNET, Inc. 

PAYNET Inc manages the "Payment Information Network" for the 
commercial equipment finance industry, an industry that represents more 
than $SS0 billion in Net Assets, This network produces the nations 
largest online, proprietary database of lease and loan payment history 
Information used for credit decision purposes. The Payment Information 
Network currently has many leading commercial lenders as members, 
representing a substantial portion of the net assets in the industry. 
PAYNET, Inc uses Its proprietary technology and the power of shared date 
to increase profitability, to improve operational efficiency, and to reduce 
credit losses for commercial finance companies. Partners with PAYNET, 
Inc include the Equipment Leasing Association, consulting firms and 
major lease accounting and software providers. Founded In 1999, the 
Company is headquartered in Skokie, Illinois. For more information, visit 
the PAYNET, Inc web site at wwytf paygetonline.com. 
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Reprinted rrom the C^dlt and Financial Managnncnt Review 
A Credit Research Foundation Publication 

Don '/ Be Out-S cored by 
Your Conrpetition 

By: Michael Banasiak 



Abstract 

The advent of e-commerce and the prospect of seamless integration along the order-to^ash 
continuum is making unprecedented demands upon the commercial credit fraternity . While most 
credit departments operate in an environment that is a collage of both paper-based and aMomated 
systems, e-commerce is Inexorably leading us to a fully automated transaction^^ 'model. The 
obvious problem is how to automate the paper-based tasks. Failure to do so effectively 
bottlenecks that have the potential to greatly diminish the utility of a business-to-busmess (b2b) e- 
commerce system. 

The Credit Approval Bottleneck 

One area that bears scrutiny in this regard is the process whereby a new commercial account \s 
approved for credit. Many Internet sites that give commercial customers the option of entering 
orders on-line feil to automate the credit approval process for new accounts. As a result, once the 
new customer places their initial order, it must be held up while a credit investigation is completed. 
In some cases, the new customer is even asked to fill out a credit application on-line, but that 
information might just as well be faxed to the vendor's credit department. With no way to 
electronically extract pertinent data from the credit application and process it through a decision- 
making algorithm, many credit departments will simply print out the electronic application and 
process it manually. 

One of the early lessons learned by established firms that have developed an e-commerce outlet is 
that the back office processes supporting both the traditional business model and the e-commerce 
model need to be the same. If they aren't, there is no shared benefit between the two business 
models- the e-commerce initiative will evolve its own overhead structure on top of that of the 
existing bricks and mortar enterprise. Besides the added costs, parallel processes create unnecessary 
complexity, which harms productivity and places critical burdens on resources and employees. The 

© 2000 Predictive Business Decision Systems, Inc. 
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Rcjmntcd From the Credit and Fmandal Management Review 2* Quarter 2000 

A Credit Research Foundation Publication 

undErlviiie problem for many companies, then, is not simply building a folly automated commerce 
^tS^n^gthe credi^on process for the traditional business in such a way that 
this process will also support e-commcrce. 

Thiswillrequirearadicalre-m^ While most 

cred h departments can process orders from existing customers in short order, new account approved 
ismuchmueproblematic.Itisi^ 

sign offon a new customer' ■ first order, and in some cases itcansttll take over a These hold- 
ups are seldom related to credit issues, but rather result from inefficient processes, heavy worRloads 
and unnecessarily stringent review requirements. While automating or outsourcing Ae clerical tasks 
involved in new account processing will save some time.it isnot enough. Oru> a «^gpedprooess 
that is fully automated will suffice. The good news is that with proper implementation, the 
traditional business will most likely benefit from such a redesign in terms of increased customer 
satisfaction, lower costs, more sales, and a much better understanding of the receivables portfolio s 
risk characteristics. For these reasons, a fully automated credit approval process can also provide a 
competitive advantage over companies reiving on traditional credit systems. However, >n terms ofe- 
commerce, a folly automated credit approval process is just part of the price of participation. 

The Role of Credit Scoring in a Knowledge-Based Decision System 
Three components are required to manage risk in an automated world: technology, information, and 
a knowledge-based decision system. By itself, information is not enough. In fact, most credit 
departments accumulate more information than they can process. Just being on-line with a credit 
bureau is not sufficient to optimize automated decisioning rates because information technology does 
not necessarily equate to information management Technology provides the means to efficiently 
manage information, but something more is needed in order to automate the decision making 
process. A knowledge-based decision system, such as a credit scoring model, is the mechanism mat 
enables credit process automation to work. 
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The Different Types of Credit Scoring Models 



Model 
Commercial 


Description 

Used for apmoving credit to new business customers 
Used with firms that have established credit histones 
Derived txom commercial credit bureau data 
Businesses that do nc* have ei™^ 
scored by a commercial model 


Blended 


Used for approving credit to new business customers 

Used with firms (usually small) for whom the commercial credit bureaus only 

have limited information , . 

Derived fiwn a combination of commercial credit bureau data and the business 
principal's consumer credit bureau data 

Not appropriate for firms that do not have any commercial credit history 


Consumer 


Used for approving credit to new business customers 

Used with firms (usually startups or micro businesses) that do not have a 

commercial credit history 

„u„ Anm «Vu» kiichte«.« nrincinal's consumer credit bureau data 

Since there is no commercial credit data available, manual validation mat this is a 
business may be required 

The use of consumer scoring models may increase as e-commerce expands, out 
these need to be used carefully due to consumer credit laws 


Behavior 


Used to review the credit of existing accounts and to set collection priorities 
Derived fitwn internal AJR information which may be supplemented by 
commercial credit bureau data . 
The most predictive and, if commercial credit bureau data is not required, me 

least costly 



Commercial credit scoring models typically utilize intbrmation from a number of 
commercial and consumer credit bureaus, business directories, credit applications, trade 
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aSriZ that automatically pulls data from the appropriate internal or external data some*, 
However f«me data to i>rovid C effective cre^ 

SS from we data must subsequently be determined- Those tasks require a well- 
S ir^ that provides Tfull undersaving of each existing customer s risk 
A model canfcen be designed and validated by analyzing the hmcri 

performance of the customers in the receivables portfolio. 

It should also be pointed out that ov^ 
a£*S^^ 

econom ic environment In good times, credit scores can be used to .ncrease approval rates and, in a 
stumping economy, to decrease losses. 

Developing and implementing a scoring model, therefore, is not a ^ic process. The^racyofa 
oTdh model will deteriorate over time. Credit scoring will Jerefoie always be a dynamic 
mformation management process. Moreover, having a validated credit scormg ^^' Jes^ 
Z^the optiSion ofthe c*ditdecision process. Credit scorns must be roplemented wrthtn 
nontext of a company's credit policies, ^hich also change over time. The enrirt environment ut 
which the scores ate used is therefore subject to validation as well. 

Validating Credit Policy 

Internet commerce demands a high percentage of "automated credit decisions" of a knowled^b^ 
decision system in order to be a useful credit tool in an e-commerce environment. Even the most 
ardent proponent of credit scormgwouW question a scorbgs^ 

all credit decisions with no intervention from a credit analyst Yet, there is a tendency by credrt 
departments that have implemented scoring models to regularly override automated decisions. This 
istypically done when the credit stafflacks confidence in to qi^alityofme automated dec^ision or Ae 
company is under competitive sales pressure. Unfortunately, such actions tend to degrade a scormg 
model's performance, both from a risk assessment standpoint and in terms of throughput Approving 
open terms for low scoring accounts, the model would otherwise reject, will contribute 
disproportionately to delinquency and losses as these low scoring accounts perform as indicated by 



the model. 



Even so, there is some truth to the underlying assumption that because a credrt score cannot consider 
every factor it cannot always yield a "good" decision (this argument asserts that a competent credit 
analyst is a better decision-maker the more complicated the credit decision). In fact, studies have 
borne this out. Credit scores are very good in identifying accounts at the extremes: the lowest credit 
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^ art d the hiebest credit risks. Marginal accounts are a different matter. It is here that a credit 
ISnTSdUoo "cv eri&Zes can add value to the credit decision process. The key to 

SrS^^fpoUcy on top of the credit scoring model. Without the vd,d^,c^^ 
JSmS? SS? d many deals for low scoring accounts as was «^ *JjJ£ 
v^dation process helps identity the classes of accounts that do not warrant credrt ansdyst 
toCei^ndhelp refine the criteria credit analysts should look for before overndmg a credit 



score* 



Building cm effective auto^ecisiorting system requires the integration of manual review by credit 



*cor* ft*n»*» ttotfrtf Upon 
Wtfft ii*nu«l RwHW 




Rftttott ****** Uf*» 




tt-tl»ft 



ton se«v* «r nlsw 

aro/jsK /rr/feuw #A the credit analysts overriding a scoring model rejected credit/or many more 
customer* with a score in the J to 3 range than were rejected by the validated credit policy results 
shown in figure 2. These rejections translate into lost sdes. By the same token, the anafysts 
approved slightly more accounts in the highest riskcate&ry (5) in figure M than were accepted wdh 
the validated credit policy (figure #2). These approvals translate into increased collection costs md 
bad debt expense. However, where the credit analyst's input was clearly validated was with the 
category 4 risk accounts. Using the scores as a guideline, the credit analysts wen '. able to make a 
higher percentage of good decisions than would have been predicted by either the scores or the 
credit analysts separately. 

The benefits from usingcredit scoring models within a validated credit policy are compelling. First 
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TZ^TZ~\*nc>t enoueh data to calculate a valid score). The second benefit, therefore b 
dlTfi^SrLS 3 d^tenXthis classofaccounts. Furthermore, because ^ecredt 

thelSsingindustry.com^ 

are settine the standard for response time on such accounts at 15 to 20 minutes or less. &o wniie 
for those decisions that involve a credit analyst. 
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A final benefit is that validation makes it harder for the sales department to override credit decisions. 



© 2000 Predictive Business Decision Systems, Inc. 



Received from < 212 878 8375 > at 12/7/01 3:48:45 PM [Eastern Standard rime] 



DEC-07-2001 15:50 CCRW NY 212 878 8375 P. 21/21 



Reprinted From tte 2?* Quarter 2000 

A Credit Research Foundation Publication 

In effect statistical validation provides the credit department wfth objective justification for their 
^™ ^Tc^ft policies have been validated, any effort to override cames a very Wgh 
SiSlC No longer can sales personnel criticize the credit department for biased 

should prompt all parties involved to explore alternative terms for making the sale. 

The Impact of Credit Scoring Models on the Credit Profession 

In the final analysis finding a way to make a profitable sale should be the overriding goal of credit 
!1^J tS is inst as true for consumer credit as for commercial credit and as much for 

aFn^ but to rnaximize profits. Toward that end, it is not surprising that a subjecUve 4^-** 
creSiSysis^ill often fell short While there have been skilled and experienced credit anatysts 
wht ha^n^ly^ovtded their employers with "good" decisions, *e more r*op e you have 
vSS^Sk analysis and the higher the transaction volume per analyst, the more likely Aere 
wifrTirSSSent rSults and less than optimal performance. When itches to e^oinmercewrtt 
SsSTon speedy decisions and its appetite for high transaction volumes, « Ibj 

Objective abibtiesof Individual credit analysts is not the answer. Nor w,ll P™dmg them 
Ssheet tools and written credit policies be sufficient to meet the challenge in a way that will 
achieve the dramatic improvements in performance that will be required. 

The only viable alternative that can provide superior results while overcoming the twin ^l^^of 
^ transaction volames is credit scoring models. Clearly, com^al^t sco^ 

provide vastly superior effectiveness and accuracy to that of manual systems. The opportunrty tius 
m^ente forte credit profession derives fiom the fact that scores provide optimal functionality 
wttfa the context of a validated credit policy. Those credit manager who embr, C e sconng 
technology will realize greater influence over the sales approval process. However those who resist 
reTmplem^n oMg technologies will find their influence within their orgamzauons 
diminished. 

Michael Sanasiak is President at Predictive Business Decision Systems. Predictive Business 
DecisionSystems,^ (PBDS) is ^indepetulent statistical modelm 

company that provides credit and marketing solutions to assist companies m r^LTS 
pro/toMe business-io-busmcss decisions. Mr. Banaswk may be reached vta e-mail at 
mlmtaslak@pbdsinc£om 
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